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STATE SOCIETY ACTIVITIES 


Calendar of Events 


November 5—Regular Meeting of 
the Board of Directors. 

November 9—7:30 P.M. Society 
Meeting. Subject: State Taxation. 
Location: Waldorf-Astoria Hotel, 
Lexington Avenue and 49th Street, 
New York City. 

December 10—Regular Meeting of 
the Board of Directors. 

December 14—Society Meeting. Sub- 
ject: Federal Taxation. Location: 
Waldorf-Astoria Hotel, Lexington 
Avenue and 49th Street, New 
York City. 


Wartime Problems Release 
No. 19 


Release No. 19 sent to the mem- 
bership on October 27, 1942, by the 
Society's Committee on Wartime 
Problems discussed the problem of 
the scarcity in staff assistants and 
what can be done to relieve the 
situation. The Committee has al- 
ready taken steps towards easing 
the situation by forming a_place- 
ment service, advocating the engage- 
ment of women accountants, foster- 
ing the inauguration of special courses 
in educational institutions to “grade 
up” men and women interested in 
accounting but not qualified to take 
positions, stimulating the borrow- 
ing of accountants from other mem- 
bers in times when they might 
ctherwise by temporarily unassigned, 
emphasizing that interim examina- 
tions should be extended to include 
the maximum work possible to be 
covered at other than the year-end, 
and suggesting and publicizing the 
advantages of enterprises adopting 
their natural business year as their 
fiscal closing dates. 

Further suggestions were outlined 
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in this release, and it was stated that 
if the practitioner is unable to se- 
cure the necessary personnel, he may 
have to install a system of priori- 
ties in his own office by giving his 
attention first to engagements tied 
in with the war effort and then to 
less important work to the extent 
that he is able, but he should not 
spread himself so thin that the ex- 
tent and quality of his work might 
fall below proper professional stand- 
ards. 

With the pending legislation toward 
man-power control, it is possible that 
in the near future the test of what 
part of an accountant’s practice is 
war essential and what staff he will 
be able to retain will be suggested 
to him or decided for him by some 
war agency. 


New Society Director 


To fill the vacancy on the Society's 
Board of Directors caused by the 
death of Francis P. Byerly, former 
Director, the Board at its meeting 
on November 5, 1942, chose Ernest 
QO. Lothrop to serve as a Director 
for the current Society year. 


October Meeting 


On the evening of October 5, 1942, 
the first meeting of the Society year 
was held at the Waldorf-Astoria 
Hotel. The occasion witnessed the 
formal inauguration of J. Arthur 
Marvin as president of the Society 
for the coming year to succeed Andrew 
Stewart, retiring. Mr. Marvin pre- 
sented a gavel to past president A. S. 
Fedde, acting as proxy for Andrew 
Stewart who retired as president. 
Mr. Marvin, who is a partner of 
F. W. Lafrentz & Co., is also Chair- 
man of the Advisory Council of State 
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Society presidents of the American 
Institute of Accountants. 

The meeting was devoted to the 
subject of wartime control of prices, 
and the Society had the pleasure of 
listening to addresses by Dr. John 
R. Sly and Dr. Herbert F. Taggart of 
the OPA, and William W. Werntz, 
Chief Accountant of the S.E.C. The 
papers of these speakers are pub- 
lished in this issue. 

The Secretary presented for action 
at the meeting proposed amendment 
to Paragraph 7 of Article Von 
Quorums, which amendment was 
read at the meeting of the Society 
on May 11th and a copy mailed to 
the membership with the notice of 
the October meeting. The proposed 
amendment was recommitted to the 
Committee on Amendments to the 
By-Laws for further consideration. 


Meeting on State Taxation 


The Society’s annual meeting de- 
voted to the subject of New York 
State taxes was held on the evening 
of November 9, 1942, at the Waldorf- 
Astoria Hotel. Members had the 
pleasure of hearing an address by 
the Hon. Abbot Low Moffat, Chair- 
man of the Ways and Means Com- 
mittee of the New York State As- 
sembly, who spoke on “Some Finan- 
cial Problems Affecting New York 
State.” Mr. Benjamin Harrow pre- 
sented a paper entitled “Current De- 
cisions and Changes in the State 
Tax Law.” and Mr. John J. Ronan, 
Administrative Supervisor of the In- 
come Tax Bureau spoke on “Some 
Aspects of the Unincorporated Busi- 
ness Tax.” 


James L. Ridgway 


James L. Ridgway, senior partner 
of Patterson & Ridgway, died on 
October 31, 1942, after a long illness, 
at the age of 78. Mr. Ridgway, a past 
Director of the Society, had been a 
member since 1915, and was also a 
member of the American Institute 
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of Accountants, -\ccountants Club of 
New York, and the Hotel Account- 
ants Association. He is survived by 
a daughter, a grandson, and a brother. 

The Board of Directors, at its reg- 
ular meeting on November 5, 1942, 
adopted the following resolution on 
the death of Mr. Ridgway: 

“Resolved, That in the death of 
James L. Ridgway, The New York 
State Society of Certified Public 
Accountants lost a loval member 
who maintained a continuous 
membership in the Society for a 
period of twenty-seven years and 
who served as a Director for two 
vears. 

“The Board of Directors of this 
Society hereby records its sorrow 
at the death of Mr. Ridgway and 
its appreciation of his professional 
spirit and exemplary action in so 
faithfully serving the Society and 
his chosen profession. 

“The Board of Directors directs 
that this resolution be incorpo- 
rated in the minutes of its meeting 
and that a copy of it be sent to the 
family of Mr. Ridgway.” 


Charles A. Daum 


Word has just been received by the 
Society of the death of Ensign 
Charles A. Daum, U.S.N.R., on Feb- 
ruary 16, 1942. Ensign Daum, who 
joined the Society in 1940, was the 
pilot of a Navy patrol bomber which 
crashed in the mountains near Buena 
Vista, Virginia. The plane was re- 
turning to its base from a routine 
flight at the time of the accident. 
Rear Admiral J. H. Towers, U.S.N., 
Chief of the Bureau of Aeronautics, 
said of him, “He had achieved a 
splendid record in naval aviation and 
had flown over a thousand hours as 
a naval aviator.” According to the 
Society’s records, Ensign Daum is 
the first of our members in the serv- 
ice to have died in action. He is 
survived by his mother, Mrs. J. F. 
Murphy. 
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State Society Activities 


ANNOUNCEMENT OF 


PRIZE ESSAY CONTEST 


The Board of Directors of the Society has authorized the 
Committee on Publications to conduct a prize essay contest, the 
essays to be on a subject of interest to the accounting profession 
and suitable for publication in the New York Certified Public 
Accountant. Prizes in the amount of $150 for first prize, $100 


for second prize, and $50 for third prize are offered. 
The general rules of the contest are as follows: 


All manuscripts shall be typed in duplicate on 8%x11 
stationery, double or triple space typing. 


* 


The name of the individual submitting the paper shall not 
appear on same, nor should there be any other means of identifying 
the manuscripts, which should be accompanied by a covering letter 
giving the contestant’s name and address and firm connection. 


* 


When submitted to the judges, each manuscript will be given 
a key number of identification. 


* 


Manuscripts should be forwarded to The Managing Editor 
of the New York Certified Public Accountant, 15 East 41st Street, 
New York City, on or before June 1, 1943. Awards will be 
announced as soon thereafter as possible. 


* 


All papers submitted shall become the property of the New 
York State Society of Certified Public Accountants and shall be 
available for publication in the New York Certified Public 
Accountant. The decision of the judges shall be final as to what 
papers may be entitled to prizes. 
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| PROFESSIONAL COMMENT 


War Department Ruling 


The Securities and Exchange 
Commission desires to call to your 
attention an announcement by the 
War Department, Bureau of Public 
Relations, on October 28, 1942, re- 
lating to the publication of reports 
indicating production rates. The 
text of the War Department’s state- 
ment follows: 


“Emphasizing that inadvertent 
disclosure of military information 
can be as harmful as the deliberate 
giving of aid to the enemy, the War 
Department announced today that 
companies engaged in war produc- 
tion are enjoined from publishing 
detailed operating statements or 
other reports that would indicate 
in any way the rates of production, 
or the total production, of a particu- 
lar product used in the prosecution 
of the war, or war production pro- 
cesses. 

“It is desired that interference 
with normal financial procedures be 
held to a minimum, and that infor- 
mation that would normally be avail- 
able will continue to be complete 
enough so that investors, financial 
institutions and stock exchanges will 
not be unduly impeded. 

“In general, the following proce- 
dures are recommended: 

“Sales and costs of sales should be 
omitted when they would disclose pro- 
duction rates or totals of specific war 
items. 

“Sales of war items should be 
grouped in one gross sum. 

“Inventories of raw materials, ma- 
terials in process and finished prod- 
ucts should be grouped together. 

“Terms of war contracts should 
not be given. 
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“Advances on contracts should be 
stated in one amount. 

“Production processes and new 
developments which might affect the 
conduct of the war should not be 
disclosed. 

“Tt is not contemplated that a de- 
tailed set of rules and regulations be 
issued covering all contingencies, 
since individual company executives, 
by bearing in mind the basic princi- 
ples involved and the illustrations 
given above, will be able to judge 
the type and scope of information 
that should be withheld from publi- 
cation. 

“Where it is necessary to omit 
from or summarize in financial state- 
ments and reports information re- 
quired to be submitted to the Securi- 
ties and Exchange Commission, such 
omitted information should be filed 
with the Commission under separate 
confidential cover pursuant to Rule 
171 under the Securities Act of 1933, 
Rule X-6 under the Securities Ex- 
change Act of 1934. or Rule U-105 
under the Public Utility Holding 
Company Act of 1935. The advice 
of the Commission will be available 
with respect to problems arising in 
connection with financial statements 
and reports required to be riled with 
it. The Commission is working in 
close cooperation with the Bureau of 
Public Relations of the War Depart- 
ment with regard to these questions. 


“The Espionage Act (Act of June 
15, 1917, as amended March 25, 1940) 
makes punishable the giving or ob- 
taining of information with intent or 
reason to believe that it is to be used 
to the injury of the United States, 
and all business executives con- 
cerned are urged to study the de- 
tailed provisions of this act so as to 
avoid its inadvertent violations.” 
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Professional Comment 


Executive Bonuses 


The decision of the United States 
District Court (N.Y., S.D. re Augusta 
Winkelman vs. General Motors Corpo- 
ration) directed executives to reim- 
burse the company for certain bonuses 
received during the past several years. 
Of particular interest is the court's 
consideration of the question of 
whether bonus should be deducted 
as an expense in arriving at the 
amount of net profits upon which 
bonus is calculated. 


Limitations on Wages and Salaries 


The much discussed “limitation of 
$25,000 on salaries, etc.” is not founded 
upon the Internal Revenue Code or 
the Revenue Act of 1942. The Presi- 
dent’s Executive Order dated Octo- 
ber 3, 1942 stabilizing the cost of 
living is based upon “An Act to 
amend the Emergency Price Control 
Act of 1942, to aid in preventing in- 
flation and for other purposes.” The 
President’s order provides among 
other things that: “No salary shall 
be authorized * * * to the extent that 
it exceeds $25,000 after the payment 
of taxes allocable to the sum in ex- 
cess of $25,000. Provided, however, 
that the regulations (covering this 
Executive Order) shall make due 
allowance for the payment of life in- 
surance premiums on policies here- 
tofore issued, and requirements on 
fixed obligations heretofore incurred, 
and shall make provision to prevent 
undue hardship.” Any salary paid 
in excess of this amount is not to be 
confiscated from the recipient but, 
on the other hand, is not to be 
allowed as a salary deduction to the 
employer for income tax and other 
purposes. 

It is interesting to note that this 
$25,000 limitation affects earned in- 
come only and does not limit in- 
come from other sources, such as 
dividends, interest, etc. 

Regulations of the Economic Stabili- 
zation Director were issued October 
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27, 1942. These will probably be re- 
quired to be amplified. There has 
been considerable comment as to 
whether they will be sustained. 


Priorities Handbook 

The War Production Board has 
issued an 84 page booklet entitled 
“Priorities and Industry,” which pro- 
vides a concise and well-organized 
presentation of the priorities system. 
The booklet contains a description 
of the overall pattern of priorities; 
a discussion of the control of mate- 
rials by priorities, including con- 
sideration of M, E, L and S orders; 
a description of how priority assist- 
ance is granted under PRP—by indi- 
vidual ratings and limited blanket 
ratings; the use of priorities for 
maintenance supplies, construction, 
capital equipment, wholesalers and 
retailers and export ; and a statement 
of “What You Should Know to Ob- 
tain Priorities Assistance.” Included 
in four appendices are (1) a list of 
priorities field offices with addresses, 
and names of executives and man- 
agers; (2) a statement of delegation 
of authority; (3) texts of the more 
important priority regulations and 
summaries of the others; and (4) the 
directive for wartime construction. 
Copies can be obtained by writing 
to the War Production Board, Wash- 
ington, D. C. 


Inventory Control Methods 
in Grocery Wholesaling 


United States Department of Com- 
merce report on “Effective Grocery 
Wholesaling,” which may be ob- 
tained from the Superintendent of 
Documents, contains some 240 pages. 
The accounting records or the statis- 
tical data on operations gathered in 
the field work were taken directly 


from the wholesalers’ books. The 
factual operating record is thus 


limited in each case to the actual 
statistical and accounting data which 
the wholesaler maintained for his 
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own use. Furthermore, quantitative 
data are not uniform in all respects 
but vary from house to house with 
differences in accounting methods. 
The survey is divided into two main 
divisions—one on the merchandising 
function, covering among other 
things brand policy and operating- 
cost differences by brands and com- 
parative expenses, price policy, 
salesmen’s compensation methods, 
etc. The second division covers 
order routine, warehouse and branch- 
house operation, delivery and deliv- 
ery cost records, inventory control 
methods and methods of accounting 
for sales, margins, and expense con- 
trol. The study also presents meth- 
ods of allocating costs, tables on 
various operating and _ statistical 
data, and suggested forms for accu- 
mulating accounting, operating and 
other data. 


Tax Notes in Balance Sheet 

A circular letter issued by the 
“United States Treasury Victory 
Fund Committee, Second Federal 


Reserve District, Federal Reserve 
Bank of New York” contains inter- 
esting information as to tax savings 
notes including graphs. It is interest- 
ing to note that the covering letter 
contains the following statement: 


“It is our understanding that 
the Committee on Accounting Pro- 
cedure of the American Institute 
of Accountants stated in January 
1942 that, where a corporation pur- 
chases Tax Savings Notes with 
the intention of using them in pay- 
ment of Federal income and excess 
profits taxes, it is good accounting 
practice that the notes be shown 
as a deduction from the accrued 
liability for such taxes in the cur- 
rent liability section of the balance 
sheet, provided the full amount of 
the accrued liability is also shown. 
Therefore such a corporation hold- 
ing tax savings notes, whose state- 
ment is prepared in this manner, 
may show an improved ratio of 
current assets to current liabilities 
compared with a _ corporation 
which holds cash against its tax 
liability.” 


Somewhere... 


an American sailor’s life has just been saved by 
a transfusion of blood, collected by the Red 
Cross and put on his ship by the Red Cross. 
Remember this when you’re asked to give or 


give again to the RED CROSS WAR FUND 
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Accounting and Cost Problems under Price 
Control Regulations 


By Herpert F. Taceart, C.P.A,. 


N the time alloted to me I want 

to outline something of what price 
control means to the accountant in 
the way of added duties and respon- 
sibilities, and then to comment on 
certain OPA policies as they par- 
ticularly atfect the accountant. 

For the first topic, accountants may 
be divided into three categories, namely, 
the accountants working for OPA, 
of whom there are at present about 
250; the privately employed account- 
ants, on the staffs of industrial and 
commercial companies ; and the pub- 
lic accountants. For the OPA ac- 
countants, price control involves the 
making of cost and financial investi- 
gations of several categories. The 
first is the type of industry-wide study 
which normally precedes the estab- 
lishment or amendment of a maxi- 
mum price regulation. Such studies 
are particularly necessary for making 
sensible and equitable dollars-and- 
cents regulations, but they are useful 
also in connection with the so-called 
“freeze” regulations—notably in con- 
nection with the rent regulations, 
which are all of this type. Many 
such studies have been made, and 
they are continuing to be a major 
activity of the OPA Accounting 
Staff. In these studies we have freely 
drawn upon the services of the ac- 
counting staffs of the Federal Trade 
Commission and the Tariff Commis- 
sion, both agencies being old hands 
at making industry accounting sur- 
vevs. 

The second major job for OPA 
accountants has to do with the affairs 
of individual companies rather than 
with industries. Petitions for excep- 


tion and adjustment, hardship cases, 
protests, and special rulings on the 
pricing of new or substantially al- 
tered goods, all may require detailed 
accounting investigations. Frequently 
these studies involve visits to plants 
and offices, for making detailed checks 
on operating conditions and the ade- 
quacy of accounting records. Always 
they require analysis of submitted 
figures and reports on the reliability 
and significance of submittted data. 

A third job for accountants in 
OPA is to assist the Enforcement 
Division of the General Counsel’s 
Office in running down violators and 
measuring violations. This job we 
like the least, since it ought to be 
unnecessary, but unfortunately it is 
likely to occupy an increasing por- 
tion of our energies. 

One of the minor duties of the 
Accounting Division is auditing 
claims for compensatory adjustments 
on hard fuel shipped into the New 
York and New England areas. The 
enforced change from water to rail 
shipment entails additional costs 
which are being met by the RFC. 
We certify the amounts to be paid. 
As time goes on, this sort of thing 
may occupy still more of our time. 

Another minor job which may be- 
come more important as time goes 
on consists of assisting the Rationing 
Department and the local War Price 
and Rationing Boards to install and 
maintain accounting controls over 
ration books, coupons, and certifi- 
cates. 

For the industrial accountant, price 
control entails much additional work 
in the preparation of the records and 


Presented before the October 5, 1942, meeting of the Society, at the Waldorf-Astoria 


Hotel, New York. 
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reports required by many of the reg- 
ulations. Upon him falls the burden 
of furnishing the information neces- 
sary for OPA’s numerous studies of 
prices, production, costs, and other 
factors necessary for intelligent con- 
trol of prices. The industrial ac- 
countant must prepare the data needed 
to support claims for adjustment and 
protests and the pricing of new pro- 
ducts. 

Upon his shoulders rests in very 
large part the responsibility for keep- 
ing his employer in the straight and 
narrow way of compliance with price 
regulations. This is particularly true 
of freeze and formula regulations, 
where accounting records are the sole 
means of determining the seller’s 
compliance. Since many regulations 
place a compliance burden on the 
buyer, as well as on the seller, the 
industrial accountant must lend sub- 
stantial aid in carrying out this obli- 
gation. In fact, the role of the in- 
dustrial accountant as a mentor of 
compliance can hardly be overestim- 
ated. 

So important are the record-keeping 
and reporting functions that they de- 
serve a somewhat more detailed exam- 
ination. Specific, or dollars-and-cents 
regulations ordinarily involve relative- 
ly little in the way of regular record- 
keeping and reporting, but may re- 
quire a good bit of effort to furnish 
the economic data necessary to sub- 
stantiate such regulations. For the 
benefit of freezing regulations, the 
industrial accountant must ascertain 
what the prices were in the base 
period or on the base date and make 
# record of them and, usually, file 
a report with OPA showing what 
they were. Frequently this involves 
a good deal of delving into records 
of past periods and a considerable 
amount of mechanical work in pre- 
paring lists for posting and reporting. 

Formula regulations take on a dis- 
tinctly accounting aspect. They are 
usually couched in terms of costs and 
margins, and frequently assume the 
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keeping of fairly elaborate cost re- 
cords and the normal use of scientific 
pricing methods. Evidently, in es- 
tablishing a formula regulation, it is 
incumbent upon OPA to make sure 
that the formula fits the trade usages 
and operating techniques of the par- 
ticular industry, that it produces an 
equitable result to the seller without 
containing the germ of inflationary 
increases, and that its language is 
sufficiently definite to produce only 
one result when applied to a given 
set of facts. 

It is not necessary, on the other 
hand, that it conform to the actual 
pricing method of all, or any sub- 
stantial part of the members of an 
industry. Certain OPA formula reg- 
ulations have been criticized for not 
being realistic, because, it is said, 
nobody actually prices that way. In 
answer to this criticism two or three 
things must be kept in mind. In the 
first place, it must frankly be recog- 
nized that price control is regimenta- 
tion and must be implemented by 
uniformly applicable rules. In the 
second place, the rules must be as 
concrete and objective as possible, 
in order to arrive at a determinable 
result. Actual pricing methods fol- 
low no rules and are frequently based 
on nothing more objective than the 
seller’s hunch. Finally, it must be 
observed that OPA regulations es- 
tablish only maximum prices, and the 
seller’s own pricing method is en- 
tirely legal and proper, as long as it 
does not produce prices in excess of 
those ascertained by the formula. 

The fact that OPA regulations 
deal with maxima and do not fix 
rigid prices cannot be emphasized 
too much. You have all read the 
story of the patriotic father of 12 
children who came into town and 
bought 70 pounds of sugar on coupon 
No. 8. “TI can’t afford this,” he said, 
“and we don’t need the sugar, but if 
it will help win the war, I want to 
do my part.” You probably have not 
heard about the laundry to which an 
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overly sympathetic OPA Regional 
Office granted an excessive price in- 
crease. On putting the new prices 
into effect, this laundry found its 
trade undergoing a severe shrinkage, 
and it has hastened to retract and go 
back part way, at least, to its former 
level of prices. 

Certain formula schedules have at- 
tempted to conform as far as possible 
to the seller's own varied practices. 
For example, No. 136, covering ma- 
chines and parts, provides for the ap- 
plication of “the price-determining 
method which was in use on October 
1, 1941, applying the overhead rate, 
machine-hour rates, if any, or other 
bases of computation which were in 
use on that date.” Recently we have 
been sending accountants out to 
check up on these individual pricing 
methods. 

They have brought back much 
interesting information, and some in- 
dications that this particular regula- 
tion is not unduly restrictive, at 
least in cases where the seller’s Octo- 
ber 1 formula was fairly liberal. One 
formula is as follows: 


(1) Material at October 1, 1941, 
actual cost plus 5% for mate- 
rial handling cost ; 
15% of material and material 
handling cost (Item 1) for de- 
fective material, spoilage, price 
increases, etc.; 
Labor at estimated or actual 
hours at October 1, 1941, wage 
rate; 
Factory and General Over- 
head at 200% of labor cost ; 
10% of labor and overhead 
(Items 3 and 4) for estimated 
overtime cost; 
20% of labor, overhead, and 
overtime cost (Items 3 to 5 
inclusive) for general contin- 
gencies; 
(7) Mark-up of 40% of total cost 
(Items 1 to 6 inclusive). 


All of these record-keeping, re- 
porting, and disclosure requirements 
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necessitated by price control add up 
to a considerable burden on account- 
ing staffs already squeezed between 
expanding business activity and the 
demands of Selective Service. As a 
result, a good deal of effort has been 
expended in attempting to reduce 
these requirements to the lowest pos- 
sible level compatible with effective 
operation of OPA functions. 

There can be no honest difference 
of opinion about OPA’s need for sub- 
stantial quantities of information. 
Charged by Congress with the tre- 
mendous task of administering eco- 
nomic controls more widespread than 
ever before attempted, we have no 
choice but to seek the information 
necessary to carry out our job. And 
the only place to get most of it is 
directly from original sources. That 
means the buyers and sellers of com- 
modities and services. There can be 
and has been honest argument about 
both the kinds and the quantity of in- 
formation, and there has been much 
of this kind of discussion within the 
Office itself. As many of you prob- 
ably know, the Bureau of the Budget 
passes on every report form which 
issues from any governmental agen- 
cy, and these forms have to survive 
an exceedingly careful scrutiny to 
make sure that they are necessary 
and that they are so devised as to 
obtain the desired information in the 
most economical manner. 


The Bureau of the Budget is in 
process of establishing a system of 
approval numbers which, after Janu- 
ary 1, 1943, must appear on all report 
forms, and without which’ business 
men can with impunity ignore any 
questionnaire. 

Within OPA we have our own 
little “Bureau of the Budget” which 
does for us what the Bureau is sup- 
posed to do for the Government as 
a whole. That this organizaiton in 
OPA is doing a good job is well 
attested by the fact that it is without 
any competition as the unpopularity 
champion of the Office. You may be 
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assured, therefore, that the ques- 
tionnaires and report forms which 
emanate from OPA are not the im- 
pulsive brain-children of economists 
with time hanging heavy on their 
hands. They are seriously intended 
to solve specific problems, and they 
have nassed through at least two 
fires of critical examination by un- 
biased and not too gullible experts. 

The concern of the public account- 
ant with price control is substan- 
tially less than that of the industrial 
‘accountant, but it is by no means 
negligible. The public accountant 
must supplement the industrial ac- 
countant in preparing many of the 
questionnaires and reports. A par- 
ticular example are the OPA finan- 
cial reports, Forms A and B. While 
these reports are not required to be 
certified, they are in many cases pre- 
pared by the respondent’s public 
auditors. Public accountants also 
frequently prepare exhibits to sup- 
port petitions and protests and repre- 
sent the petitioners or protestants in 
their dealings with OPA. As part 
of their function as general business 
advisors, public accountants are 
often called upon to help interpret 
price regulation requirements and to 
assist in devising methods to assure 
compliance. 

Public accountants are being used 
to audit the excess costs involved 
in rail transportation of petroleum 
products to the East Coast and other 
costs resulting from the dislocation 
of petroleum markets. It is my per- 
sonal hope to be able to make still 
greater use of public accountants for 
similar purposes. 

As a more direct contribution to 
the success of price control, both 
public and industrial accountants 
have responded in considerable num- 
bers to the suggestion that account- 
ants would make ideal members of 
War, Price and Rationing Boards. 
How many such appointments have 
been made I cannot say, but the sug- 
gestion was warmly welcomed by 
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OPA Regional Administrators and 
State Directors. In addition to those 
accountants who have become mem- 
bers of the Boards, many account- 
ants have volunteered their services 
as part-time help during periods of 
rationing registration and at other 
times. 

The special fitness of accountants 
to serve on War Price and Ration- 
ing Boards is obvious. They are 
familiar with business procedures 
and practices. They are accustomed 
to looking facts in the face without 
bias or prejudice. They can be 
counted upon to be impartial. They 
have a lively appreciation of the 
dangers of inflation. Their familiar- 
itv with record-keeping techniques 
and their appreciation of the neces- 
sity for rigid controls is an invalu- 
able asset to the Boards, whose suc- 
cess in operating the rationing pro- 
grams will be largely dependent on 
the care which surrounds the issu- 
ance of ration books and certificates. 
It is my hope that this type of con- 
tribution by accountants can be sub- 
stantially expanded. 


One question prominently in the 
minds of all accountants is, what 
is the attitude of OPA toward costs 
and profits? As to costs, OPA’s 
attitude can be summarized in the 
same way as Cal Coolidge summar- 
ized the attitude of his preacher 
toward sin. We're agin em! This 
attitude has guided OPA activities 
from our earliest beginnings. It is 
evidenced by the fact that we started 
our issuance of price schedules by 
concentrating on raw materials and 
other cost factors, on the theory that 
if we could control the costs, the 
prices of finished products would 
control themselves. We have con- 
sistently supported all efforts to 
stabilize wages and farm _ prices. 
Although we have no direct control 
over public utility and transporta- 
tion rates, we have taken strong 
stands wherever possible in opposi- 
tion to rate changes which would in- 
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crease these factors of cost. Our 
Standards Division is interested pri- 
marily in maintaining quality for the 
benefit of the consumer, but its work 
in the fields of standardization and 
simplification is in part aimed at re- 
ducing costs. Currently Mr. Hender- 
son is promoting a program for 
streamlining retail operations and 
cutting out unnecessary frills for the 
purpose of enabling retailers to com- 
bat the squeeze resulting from the 
General Maximum Price Regulation. 


In making determinations of cost 
for guidance in its pricing policies, 
OPA’s concept of costs is a fairly 
simple one— even to the point of be- 
ing naive. We take costs pretty 
much as we find them, and as our 
“clients” present them to us. We 
have few fixed ideas as to what 
should and what should not be in- 
cluded in cost or how costs should 
be computed. On the other hand, 
we try not to carry naivete to an ex- 
treme. When an official of a small 
company who, before 1941, never re- 
ceived any salary, is credited on the 
books (not paid) with $25,000 dur- 
ing that year, we go so far as to make 
inquiry as to why his services have 
suddenly become so valuable. When 
a company’s advertising appropria- 
tion increases more than 300% ina 
single year, and inquiry discloses 
that the cause is a trade promotional 
program on a product which can’t 
be made any more, we are not par- 
ticularly inclined to raise prices to 
cover increased advertising costs. 
When a company whose rate of op- 
erations has doubled or trebled con- 
tinues to use the same old burden 
rates, we are likely to suggest that 
the unit costs thus arrived at are a 
little high. We don’t accept the re- 
payment of indebtedness as a cost, 
or taxes based on net income, or the 
recoupment of losses of past years, 
or the charges made to establish 
vaguely designated reserves for dimly 
foreseen contingencies. Speaking of 
reserves, we were more than a little 
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surprised to discover that one com- 
pany witha half million dollar inven- 
tory had a reserve for inventory de- 
cline of $800,000. 

If we did have any preconceived 
notions about the requirements of a 
good cost accounting system, we 
should have long since had them 
knocked out by our actual experi- 
ences. One of my assistants came 
back from one of his trips with a 
scornful story about cost records 
kept on loose scraps of paper in the 
pigeonholes of an old-fashioned roll- 
top desk. He was amazed to find 
that the company paid good money 
to an accountant who could not de- 
vise a scheme any better than that. 
On his next trip he visited a plant 
in the same industry which had the 
most modern record-keeping system 
imaginable, complete with all at- 
tachments. Its unit product costs 
were within small fractional percent- 
ages of being the same as he had 
found in the first company. 

Our definition of cost is the business- 
man’s definition, and is necessarily 
adaptable to the degree of accuracy 
which can be obtained from existing 
records. For government contracts 
we are pretty well satisfied with the 
definition of costs contained in the 
little green pamphlet issued by the 
Government Printing Office and 
familiar to all accountants who have 
anything to do with cost-plus fixed- 
fee contracts. In fact, the general 
principles of cost finding set forth 
in that green book would go a long 
way toward fitting most of the cost- 
ing problems we contend with. 

On frequent occasions the OPA 
has been asked to accept the thesis 
that wage rate and material price 
increases automatically mean corre- 
sponding unit cost increases in fin- 
ished product. Certainly no one 


could deny that such increases in 
cost factors are important evidence, 
but they are hardly conclusive. The 
only conclusive evidence is actual 
In 
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times, of course, wage rate increases 
and material price increases do not 
necessarily result in increased prod- 
uct costs and, even if they do, the 
final result is not necessarily in- 
creased prices. If wage rates go up, 
measures are taken to increase the 
efficiency of labor, or to cut down on 
its use. If material prices go up, 
attention is given to the use of sub- 
stitutes, or to cutting down on waste 
and spoilage. If labor and material 
costs go up, attempts are made to 
economize on other costs. If total 
cost increases, it may nevertheless 
be impossible for trade or competi- 
tive reasons to increase prices. 


It must be granted that some of 
the expedients for meeting wage and 
material increases are not available 
under current conditions. Neverthe- 
less, it should hardly be conceded 
that managerial ingenuity is dead. 
Witness the ingenious devices for 
getting around price and credit con- 
trols and priorities, if you want any 
evidence on that point. Our own 
cost investigations are ample to make 
us a bit reluctant to make too ready 
concessions as to anticipated cost 
increases. We have seen, for ex- 
ample, an industry in which wage 
rates have risen 40%, but labor costs 
have increased only 20%, and total 
unit cost has actually declined. On 
the other hand, we have in our files 
the case of a company whose wage 
rates had not advanced at all during 
the period under investigation, and 
yet whose labor cost per unit of 
product had increased more than 30%. 


It is only natural that we are more 
concerned with direct costs than 
with indirect costs, and with out-of- 
pocket costs than with those which 
involve no immediate expenditure. 
Our primary concern with direct cost 
is based on two chief considerations : 
one, that these costs are usually more 
significant in amount than the others, 
and, two, that there is less room for 
argument about their allocation to 
products and therefore the amounts 
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involved. Frequeiitly, of course, the 
direct labor and material costs of a 
particular'product can be ascertained 
with a sufficient degree of precision 
without any cost accounting system 
whatever. An acceptable allocation 
of indirect costs, on the other hand, 
requires something, at least, in the 
way of a cost system. Wherever we 
find a respectable cost system in 
operation, we gladly take the figures 
provided. We have few precon- 
ceived ideas as to how costs should 
be allocated, and seldom try to tell 
anyone that his cost methods are 
unacceptble. However, it should be 
realized that decisions as to price 
actions are not likely to be based so 
exclusively on cost considerations 
that precise methods of allocation 
would make any difference. 

I should not like to convey the 
impression that even the most clearly 
proven direct unit cost increases will 
automatically lead to the granting 
of higher maximum prices. A num- 
ber of exceptions should be noted. 
One is the case in which a company 
or an industry can readily afford to 
absorb increases. I shall discuss this 
in connection with profits. Another 
is a material cost increase based on 
illegally high purchase prices. For 
obvious reasons the OPA limits its 
consideration of material costs to 
those which reflect purchase prices 
no higher than those set by our regu- 
lations. A third case is illustrated 
by the provisions of Maximum Price 
Regulation No. 178, which bars con- 
sideration of wage rate increases in- 
curred after April 27, 1942. That 
was the date of the President’s mes- 
sage on inflation, which put every- 
one on notice that wages must be 
stabilized. Presumably from here on 
out, we shall refuse to recognize any 
Wage increases not sanctioned by the 
War Labor Board and the Office of 
Economic Stabilization. Still an- 
other example of refusal to recognize 
direct cost increases is the case in 
which a company, before the imposi- 
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tion of price ceilings, paid specula- 
tively excessive prices for commodi- 
ties with the expectation of being 
able to resell at equally speculative 
increases. In effect, the company 
was betting that the OPA would not 
establish ceilings in the particular 
commodity, and it lost. 

The interest of OPA in profits is 
distinctly secondary to its interest in 
prices. Typically, the question about 
profits is simply this: Is this com- 
pany, or this industry, making enough 
money so that a rather stiff attitude 
on price increases will not work a 
hardship? Or, to put it another way, 
is this company, or this industry, 
making enough money so that it can 
reasonably be asked to absorb some 
cost increases and thus make a con- 
tribution to the fight against infla- 
tion? The answer to this question 
obviously requires some standard of 
profits. To date no rigid standard 
has been developed, and it is to be 
doubted if one ever will be. Indus- 
try is too complex, economic condi- 
tions are too varied, and the factors 
to be taken into account are too 
numerous to permit any rigid formu- 
la to be followed. Most particularly, 
there has been no thought at any time 
that it was desirable to reduce profits 
to any dead level, such as six per 
cent on investment. 

The Emergency Price Control Act 
directs the Administrator to take ac- 
count of “general increases and de- 
creases in profits,’ but establishes 
no precise standards for doing so. 
Emphasis on “increases and de- 
creases” implies some comparison 
with prior periods, but the prior peri- 
ods are not specified, and we have 
not attempted to supply the lack in 
any definitive way. In many cases 
Wwe compare current profits with 
those of the four years 1936-1939, 
making due allowances for increases 
or decreases in investment.  Fre- 
quently, however, comparisons take 
in longer or shorter periods, and in 
no case are decisions based exclu- 
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sively on profit considerations or on 
the idea that we can predict costs 
and profits with any degree of pre- 
cision. Contained in the Executive 
Order establishing the Office of Eco- 
nomic Stabilization is a directive re- 


«quiring the Price Administrator to 


give attention to preventing “profits 
which in his judgment are unreason- 
able or exhorbitant.”. How much 
effect this directive may have on 
OPA operations is impossible to 
predict. It would seem to open the 
way, however, to a direct attack on 
situations in which profits have in- 
creased beyond reason. 


In spite of the lack of a precise 
profit standard, many cases arise in 
which we are sure that profits are 
excessive. After the imposition of 
one ceiling a company came in with 
a petition for permission to continue 
to charge its previous prices, which 
were higher than the ceiling. In- 
vestigation brought out these facts: 
The company was capitalized at 
$75,000. As of December 31, 1940, 
its net worth was $125,000. During 
1941 it made $3,500,000 of sales and 
realized a net profit of $550,000 be- 
fore taxes, but after paying $315,000 
in salaries to three company officers. 
And the most profitable items of 
business were diverted to a partner- 
ship consisting of the same officers. 
The petition was denied. 

There has been some discussion of 
the fact that we are interested in 
overall profits, as well as in profits 
on a particular commodity. A con- 
siderable number of correspondents 
with respect to Forms A and B have 
told us that we could not possibly get 
any good out of the profit figures 
shown on these reports, since these 
profits are on all lines of business, 
and are not confined to any particular 
commodity. Contrary to the impli- 
cations of these correspondents, we 
are well aware of the fact that the net 
profit of a company is the algebraic 
sum of all the net profits and losses 
on every commodity it handles. How- 
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ever, we doubt if, in the majority 
of cases, the net profits or losses on 
the individual commodities can be 
established with such precision that 
we can rely on commodity profit and 
loss statements to the exclusion of 
any necessity of looking at the over- 
all picture. Cost accounting meth- 
ods simply are not as reliable as 
that. It is only in the overall profit 
and loss statment that all of the con- 
ditions and influences and transac- 
tions that affect a company’s opera- 
tions finally come home to roost. Only 
in the general profit and loss state- 
ment are the effect of opinion and 
estimate reduced to their lowest 
terms. We are not in a position to 
compete successfully with a com- 
pany’s accountants as to fine but im- 
portant points in the allocation of 
joint costs. The company, on the 
other hand, is at some disadvantage 
as compared to ourselves if, in spite 
of all fears about what OPA and 
WPB and Selective Service ‘3 going 
to do, and after making all allow- 
ances for accelerated depreciation 
and curtailed volume, and every other 
contingency, the profit and loss state- 
ment stubbornly ends up with a 
healthy black figure. Like the tra- 
ditional salesman’s expense account, 
we fear that the commodity or de- 
partmental profit and loss statement 
may be the repository for fancy, as 
well as fact, but the company operat- 
ing statement, especially if it covers 
a full year and is tied into balance 
sheets at both ends, is something 
we can tie to. 


Broadly speaking, then (and to 
this statement there are many ex- 
ceptions), we are not likely to take 
very seriously a plea of hardship by 
a company whose overall profit posi- 
tion is good, if the price complained 
of appears to cover all directly as- 
signable costs with something to spare. 
Under such circumstances elabo- 
rately worked out allocations of joint 


cost factors, after the fashion of 
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Robinson-Patman cases, are apt to 
be a waste of time. 

The task which has been entrusted 
to OPA is without precedent in his- 
tory. Its size and its complexity 
would paralyze us with fear if we 
had time to think about them. Of 
course we cannot do the job without 
the whole-hearted cooperation of 
nearly all of the 130,000,000 people 
with whose, best interests we are 
concerned. Obviously the coopera- 
tion of some groups is more impor- 
tant than that of others. The ac- 
acounting profession is one of these 
key groups. What we need from you 
is a little patience, a little tolerance, 
and a great deal of willingness to go 
along, and to advise your clients and 
employers to go along. 

A Gallup poll on the general ob- 
jectives of the inflation control pro- 
gram and of OPA’s part in that pro- 
gram would doubtless yield a tre- 
mendous majority in favor. The 
broad objectives cannot be reached, 
however, unless the individual re- 
quirements are complied with. 

Doubtless all of vou could lay out 
better plans and set up better ma- 
chinery for price control than we 
have done. The State Street quarter- 
back and the arm-chair general are 
well-known American phenomena. 
May their tribe never decrease! How- 
ever, time spent in an earnest en- 
deavor to play the game according 
to such rules as there are will go 
much farther toward winning the 
war than will complaining about the 
rules or taking the lofty attitude that 
they are silly and should be ignored. 

Doubtless all of you could take 
almost any regulation that has yet 
been issued and, as the saying goes, 
“drive a team of horses through it.” 
Hitler would certainly approve of 
that. Isn’t there greater satisfac- 
tion, though, in foregoing that petty 
triumph and trying, instead, to com- 
ply with the spirit of the regulation, 
no matter how faulty its language 
may be? 
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It should hardly need argument to 
persuade accountants to get whole- 
heartedly behind the anti-inflation 
program. Accountants are tradition- 
ally on the side of conservatism and 
economy. Inflation is the opposite 
of both. Inflation induces a reckless 
waste of resources; it negates all the 
arguments for controlling expenses 
and exercising effective management ; 
it necessitates the paying of high 
taxes on illusory profits; it brings in 


its wake ruin and bankruptcy. What 
is more vitally important to us as a 
nation, it severely handicaps the war 
effort if, indeed, it does not lose the 
war. In this connection it is inter- 
esting, and encouraging, to note that 
Doctor Goebels recently entitled one 
of his propaganda broadcasts to the 
United States “Henderson’s Hope- 
less Fight.” If we have succeeded 
enough to command such attention, 
we must be making some progress. 


HAVE YOU MADE YOUR CONTRIBUTION TO 


THE AMERICAN RED CROSS 
WAR FUND? 
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WANT to apologize to you tonight 

for not having a formal paper to 
make part of a permanent record. You 
will have to put it down as one of the 
war casualties and also as part of my 
innate reluctance to add another paper 
to the files of OPA. I notice on the 
program, moreover, that my subject is 
“to be announced later’’—which is 
very much in tune with OPA policy, 
as I am sure that all you gentlemen 
must know. 

I have chosen a topic tonight, gentle- 
men, that is a little unusual from an 
OPA speaker. I chose it for these 
reasons: in the first place, it is the 
one I know the most about because, 
not being a price economist, I am 
placed in the OPA merely as an 
operator; and, secondly, because | 
know that you, in your business, 
come in contact with the same clients 
that come in contact with me. I 
wouid like, therefore, to take this 
opportunity to present to you some 
of my problems as an OPA admin- 
istrator, so that you can perhaps 
soften my position with my clients 
as well as yours. 

A few days ago a distinguished 
merchandising man was in my office. 
I have known him for a good many 
years, and | thought I cculd find out 
what he thought about price ad- 
ministration, so I said to him: 


“Joe, how’s the Office of Price 
Administration affecting your busi- 
ness?” and he said: 

“Well, it’s affecting me very much 
indeed; but I don’t know exactly 
how to answer your question be- 
cause I don’t know how it’s affecting 
it. I would like to tell you a story 
which will perhaps clarify my posi- 
tion a little better.” He said: “A 
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distinguished member oi the Gospel 
had a parrot that had a very bad 
habit of going into a long string of 
profanity whenever the minister had 
company. A friend said, “The next 
time he does that, grab him off his 
perch, swing him around your head, 
place him back on his perch, and he'll 
never do it again’. 

“The occasion arose the next day 
when the minister, in the presence 
of one of his distinguished visitors, 
was embarrassed by the profane re- 
marks of his parrot, and he said: 
‘Just a moment; I know how to take 
care of that,’ and he seized the bird, 
tore it from its perch and swung it 
violently around his head. The par- 
rot, however, upon being replaced on 
its perch, remarked raucously, “Cheee-- 
rist, what a breeze!’ 

Now I am quite sure many of our 
clients in the OPA feel that way 
about it; but I want to talk tonight 
about what the operator in the Office 
of Price Administration has to face 
in giving effect to an extremely com- 
plicated price policy. 

If you will let me go back for just 
a few months; because, before under- 
standing an operation, it is necessary 
to know something of what that 
operation purports to do. It would 
be easy for me to tell you that the 
Office of Price Administration is en- 
gaged in controlling prices ; but there 
were—and still are—factors in that 
purpose that made it more difficult 
than it sounds. 


In the first place, we are not only 
controlling prices in the sense that 
we are keeping prices down and pre- 
venting inflationary rises, but we are 
trying to do two other things: to 
keep essential goods flowing; and 
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keep, as far as we can, competitive 
conditions on an even keel. 

Now those two objectives intro- 
duce factors that greatly complicate 
the process but, at the same time, 
in our thinking, protect the whole 
economy. 

There are many ways of control- 
ling prices with these objectives in 
view. The Office of Price Adminis- 
tration, in its history, has developed 
two ways. In the first place, it at- 
tempted, through a group of what is 
called “Commodity Schedules,” to 
seek certain commodities and, through 
a formula or a “freeze,” place a price 
upon them. This was the history of 
price administration until May of 
this vear, at which time some 60% of 
our wholesale and manufacturing 
commodities were under that kind 
of a ceiling, and up until that time 
the operation was almost wholly at 
the wholesale and manufacturing 
level. 

In May, the OPA undertook a sec- 
ond step emphasizing the retail field 
and, under the General Maximum 
Price Regulation, attempted to place 
a ceiling on practically all commodi- 
ties sold at retail and all commodities 
sold at wholesale, and manufactur- 
ing, that were not covered by its for- 
mer schedules. This was done by 
taking March, 1942, as a base period 
and merely providing that all goods 
should be priced as sold and de- 
livered in March. As you all know, 
it Was not quite as simple as that; 
but, in its essentials, that was what 
was done. 

From the operational standpoint 
that step had great significance. For 
the first time, the OPA became a full- 
fledged operating unit covering prac- 
tically the whole field of production 
and distribution. The old schedules 
were a sample operation compared 
to the retail order, and it was neces- 
sary to move from a limited under- 
taking into an undertaking that re- 
quired a large and diverse operation- 
al group. 
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We all know that, in establishing 
an operation, there are three major 
factors to be considered. One is per- 
sonnel, one is lines of authority, and 
the third is a definition of functions. 

Now a personnel that is equipped 
to determine price policy is not nec- 
essarily a personnel equipped to 
carry on an operation; and the 
transition was a difficult one. It isa 
good deal as if the men who have 
drawn your blueprints for a large- 
scale undertaking are the same ones 
you put into your factories to oper- 
ate your machines; and when you 
find difficulties in obtaining person- 
nel to fit your operations, your task 
becomes first of all an educational 
one. 

It isn’t as simple as just having a 
budget and hiring people. You all 
know an operation doesn’t develop 
until there has been some actual ex- 
perience in carrying out the first 
operation. That was the situation 
we faced in May: a very large re- 
cruiting program of a different type 
of personnel. It moreover required 
that we place opposite our commodity 
experts a group of retail merchandis- 
ing men. There is just as much dif- 
ference between their points of view 
as there is between a lawyer and a 
price economist (which is consider- 
able), or between an accountant and 
a statistician (which is more con- 
siderable), or between a statistician 
and a mathematician (which is very 
considerable, indeed) ; and when you 
put them all together and try to get 
them to see the same problem from 
the same angle, it is much more than 
a matter of a few weeks’ effort. 

Lines of authority is another thing 
that troubled us. On policy matters 
the administrator arranges his special- 
ists In separate groups and each group 
is responsible for policy formation 
within its field. There is a legal staff, 
a pricing staff, and an accounting 
staff, and they bring their disciplines 
to bear on the policy. But on an 


operating level the matter is differ- 
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ent. Here it is necessary to bring 
these people together to work out a 
defined operation under the custom- 
ary administrative controls. 

Formerly, the Office of Price Ad- 
ministration was primarily a policy 
unit, and it was always the policy 
(and a wise one) to keep policy cen- 
tralized in Washington. It became 
necessary, however, in the field, to 
decentralize operations and, in un- 
tangling those relations, there were 
all kinds of questions of personnel 
and structure and jurisdiction. 

Now there is another thing that I 
wish to explain, as an operator in 
government for the first time: that 
government operations and business 
operations are very different things 
indeed. In the first place, I want 
to point this out: that business is 
nearly always a self-contained opera- 
tion, and government is not. That is, 
in business all units are responsible 
to a single head—a board of directors 
hires a group of operators who, in 
turn, hire a group of foremen who, 
in turn, hire technicians, and they all 
operate as a single unit; but in a 
government operation that is not al- 
ways the case. What happens is that 
a price administrator may be allowed 
to hire price men, but he will find 
himself surrounded by a group of 
people not always on his staff but 
put there to assist him. He will find 
accountants, lawyers, newspaper men, 
and statisticians, who belong to other 
organizations and who are loaned to 
him for the time being to help him 
carry on functions but over whom 
he has no direct responsibility. Now 
it works out much better than it 
sounds, but nevertheless there is al- 
Ways a certain amount of friction in 


attempting to function when only 
one-third of the personnel belongs to 
you. But, that is the way the gov- 
ernment works. 

Business is likewise a self-contained 
policy unit; government is not—it 
depends on Civil Service for its 
personnel, upon Congress for its ap- 
propriations, and upon independent 
government agents for its ancillary 
staff. 

Business survives because it shows 
an adequate profit margin—a defi- 
nite, quantative measure. The gov- 
ernment agency survives because it 
fits the values of the day—a much 
more nebulous and a much more pre- 
carious standard of survival, I can 
assure you. 

Now add to these things an enor- 
mous undertaking, perhaps the largest 
civil administrative undertaking that 
any country has ever attempted. In 
its potentialities, in the number of 
people it touches, in its impact upon 
the economic life of the country, the 
OPA operates the largest business 
that we have. It is only six months 
old, as an operating unit as I have 
used the term. It had no precedents 
to go upon; it had no trained per- 
sonnel; and it had a very disagree- 
able job to do. Let me plead with 
you, therefore, not to judge its effi- 
ciency on the standards of a thirty- 
year-old industry, but rather on the 
success with which it can _ lead, 
cajole, and sometimes threaten large 
masses of the people as to their re- 
spective responsibilities under its 
orders. If you will apply that stand- 
ard to the Office of Price Administra- 
tion, I think you will agree that it 
has done a fairly good job over the 
past six months. 
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Financial Reports to the OPA 


By W. 


A® JUT six months ago | sought 

to outline the content and pur- 
pose of the new Forms A and B is- 
sued by the Office of Price Adminis- 
tration. At that time I sought to 
outline why OPA felt a rapidly grow- 
ing need for regular and frequent re- 
ports from a large number of Ameri- 
can business corporations, why ex- 
isting sources of information were 
proving to be inadequate, and how 
we came to decide upon the particu- 
lar data to be requested in the forms. 
I sought also to predict, on the basis 
of past experience, the more impor- 
tant uses to which the information 
obtained would be put. It is in- 
tended now to report on how this 
project is progressing, what prob- 
lems have been encountered, and 
what changes our experience indi- 
cates should be made. 

We are in the habit of getting up 
each week a summary of the work 
accomplished in each subsection of 
OPA. As an indication of how the 
project is progressing, I think it 
might be interesting to quote that 
part of the report for the week end- 
ing August 29 that relates to the 
Financial Reporting Branch of the 
Division of Accounting, which is 
charged with responsibility for ad- 
ministering this program: 

“Aid was extended to represen- 
tatives of the War Department in 
procuring financial information 
from OPA reports. 

“The first group of letters to 
companies delinquent in the filing 
of financial reports were mailed 
out, and work continued on the 
processing of remaining delinquent 
notices. 

“A discussion of the scope and 
objectives of the financial report- 


ing program was held with the 
Economic Analysis Unit, lron and 
Steel Branch. 

“A total of 685 reports were re- 
ceived during the week, including 
128 reports from companies not 
previously filing. 

“A total of 611 letters were re- 
ceived and 1,355 were disposed of, 
including 1,070 transmittal letters 
requiring no reply. 

“A Review Unit was set up for 
the purpose of discussing inac- 
curacies and inadequacies in re- 
ports with respondent companies. 
During the week, 60 letters were 
prepared in this connection. 

“Tabulations of financial data 
were completed for selected com- 
panies from 1941-42 OPA financial 
reporting Forms A and J, as fol- 
lows: 

“Boxboard and paperboard 

Chemicals 

Ferro-alloys 

Fiber insulating board 

Glassine mills 

Heating, boiler repair and con- 
version parts 

Industrial belting 

Macaroni 

Mining and manufacturing 
companies renting dwellings 
to employees 

Offset Printers 


“Tabulations of financial data 
were in process for selected com- 
panies from 1941-42 OPA financial 
reporting Forms A and B, as fol- 
lows: 

“Dairies 

Importers of nitrate of soda 
and iodine 

Matches 

Paper products. 


Presented before the October 5, 1942, meeting of the Society, at the Waldorf-Astoria 


Hotel, New York. 
1942 


| 

4 

| 
| 
| 
we 

t 

i 


The New Vork Certified Public Accountant 


“A total of 1,263 reports were 
examined during the week, of 
which 1,102 were found to be ac- 
ceptable.” 

That is a survey of one week's 
formal work. In addition, there is 
an almost constant stream of re- 
quests, by telephone or in person, for 
special information about particular 
companies. Perhaps the following 
resume of what has been accom- 
plished from June 15, when the first 
reports began coming in, will be of 
interest to you. After excluding com- 
panies which, for one reason or an- 
other, were deleted from the original 
mailing list, there remained about 
20,000 active requests to file reports. 
By September 9, about 33,000 re- 
ports had been received, represent- 
ing some 14,000 companies. In the 
eight weeks following June 15, 43 
tabulations covering 600 companies 
were prepared in response to special 
requests by staff groups. Forty-seven 
requests were outstanding covering 
3,400 companies. In addition there 
were four requests for industry studies 
involving some 850 companies. In 
35 instances the reports had been 
used as a basis for appeal in the so- 
called hardship cases. In addition to 
these formal requests for data, some 
225 informal requests were received 
involving over 3,000 companies. 
Finally there were a great many re- 
quests made for information that 
could be supplied orally and of which 
no record was kept. Incidentally, 
this particular use of the forms is 
a most significant time saver. A 
two-minute telephone conversation 
replaces the time spent in writing 
a letter and waiting for a reply. 

The work so far outlined repre- 
sents mostly the product of the pro- 
ject. In addition there is of course 
a very considerable amount of work 
necessary to control the mailings 
and mailing lists, to receive, record 
and examine the forms, and to reply 
to correspondence. In the twelve 
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weeks ending on September 1 for ex- 
ample, over 12,000 letters were re- 
ceived which required a reply. Of 
these something over 10,000 had 
been answered. 

One of the first things that may 
be asked is whether it is planned to 
follow any formal deficiency proce- 
dure. The answer to that question 
is, yes. So far, we have not been 
able to go very far in this direction 
but in the period following the in- 
terim statement for September 30 
we plan to get at this task. Prob- 
ably one in ten reports are filed in 
a form which cannot be used with- 
out some further information or 
changes. In addition there are a 
good many instances where we 
should like to have a company make 
relatively minor changes in the way 
in which certain data are presented, 
or to add a word of explanation as 
to certain items. Generally speak- 
ing. however, we shall not plan to 
ask for refilings but instead ask 
that the next filing be prepared on 
the basis suggested in the deficiency 
letter. 

In the many letters and other in- 
quiries we have received there are 
certain problems which continually 
recur. | think it will be of interest 
to review certain of these common 
questions and to outline our answers 
to them: 

1. Why is the program placed 
on a voluntary basis? 

It is clearly not because we did 
not really want the data, for we are 
convinced of its necessity and this 
is borne out by the volume of re- 
quests we have had from various 
commodity sections of the OPA for 
information about groups of com- 
panies and about individual com- 
panies. Instead our purpose is to 
avoid the inflexibility and formality 
that would accompany a mandatory 
program. Experience has already 
shown that the original mailing list 
was by no means perfect. Many of 
the companies included were found 
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to be in process of liquidation, oper- 
ating entirely in foreign countries, 


engaged in activities not subject to 


price regulations, of a size so small 
as to be unrepresentative and so on. 
Since no formal order to file had 
been issued, it was a simple matter 
to withdraw our request. Again 
some companies wish to file consoli- 
dated instead of individual state- 
ments. Where after examining the 
circumstances we agree with the 
proposal, it is a simple matter to 
grant the request. Most important 
of all perhaps is that the danger of 
running into penalties for inadvert- 
ent errors, or inescapable delays in 
filing is minimized. To sum up, we 
feel that in the initial stages of a 
reporting program as extensive as 
this, we should preserve the maxi- 
mum of flexibility and a minimum 
of “red tape.” Both objectives are 
best attained by voluntary submis- 
sion of data. After the program 
is well under way and understood 
or if the response to the voluntary 
request is unsatisfactory, then will 
be the time to put the project on a 
required basis. 

2. If a company has received no 
request to file, should it neverthe- 
less do so, particularly if it is en- 
gaged in manufacturing and has 
assets of over $250,000? 

No. Only companies which ac- 
tually receive a request to file need 
do so. Each such request is accom- 
panied by copies of the forms suffi- 
cient for filing purposes. 


3. Why should companies princi- 
pally engaged in producing war 
material under contract directly or 
indirectly with the United States 
Government be asked to file these 
reports? 

While certain types of combatant 
materials are exempted from the op- 
eration of the General Maximum 
Price Regulation by virtue of Sup- 
plement No. 4 thereto, this is an 
administrative, not a statutory, ex- 
emption. Information is necessary 
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to determine how the exemption is 
operating and whether it should be 
modified or rescinded. Moreover, 
the data filed will be useful and are 
available to the Service Branches 
charged with the responsibility of 
renegotiating contracts. 

4+. If a company which has been 
notified by letter that the request 
to file Forms A and B has been 
withdrawn, nevertheless receives ad- 
ditional copies of Form B for a 
second or third quarter, does this 
indicate that a new request is being 
made? 

No; unless the company receives 
a letter specifically indicating that 
a new request is being made, the 
receipt of the additional forms will 
have been due to a failure to remove 
the name from the addressograph 
lists in time to stop the sending out 
of the additional forms. 

5. If a company requested to file 
has subsidiaries, should separate re- 
ports be filed for each subsidiary ? 

No. Forms A and B need be filed 
only by the company receiving the 
request. The financial data, how- 
ever, should be given both for the 
parent company individually and for 
such company and its subsidiaries 
consolidated. If consolidated state- 
ments are not customarily prepared 
or published, only the individual 
statements are required. 

6. If a parent and one or more 
of its subsidiaries are each requested 
to file Forms A and B, what should 
be done? 

Each company in the group re- 
ceiving a request to file Forms A 
and B should do so. Individual fi- 
nancial statements for each subsidi- 
ary receiving a request should be 
filed either in the report filed by the 
subsidiary or in the report filed by 
its parent. 

7. Are publishing companies re- 
quired to file? 

Since Section 302(c)(4) of the 
Emergency Price Control Act spe- 
cifically exempts publishers of news- 
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papers, periodicals, and magazines, 
such companies need not file. But 
because such business is often com- 
bined with a large amount of job 
printing and similar work, which 
is not exempt, the first request to 
file may have gone out to companies 
who were true publishers rather than 
printers. Such companies have on 
application been excused promptly. 

8. How should companies file re- 
ports when their fiscal year does not 
coincide with the calendar year? 

Annual and interim reports should 
be on the fiscal year basis. Com- 
panies having a 52-week basis com- 
posed of 13 four-week periods may 
use for interim reports three periods 
of 12 weeks each and one of 16. 
The original requests should have 
been received prior to May 31 and 
generally speaking the first annual 
report of a particular company should 
cover the most recent fiscal year 
ended prior to May 31, 1942. Some 
exceptions, notably of wholesalers, 
have been made so as to permit the 
first Form A to be filed for a fiscal 
year ended prior to August 1. In 
other cases where nine months or 
more of the current fiscal year have 
elapsed, it is generally our policy to 
Waive an interim report for the first 
three months and to ask only for 6 
and 9 months’ reports. So far we 
have not been able to make sure 
that fiscal vear companies will re- 
ceive copies of Forms A and B at 
the proper times. Instead such com- 
panies are included with our regular 
mailings which are based on a cal- 
endar year closing. While steps are 
being taken to provide for special 
treatment of fiscal year companies, 
such companies should, in the mean- 
time, retain the forms as received 
and file them at the inter vais appro- 
priate to their particular closing 
date. 

9. Is it necessary to file interim 
reports where the business is based 
on a crop year? 

In cases such as raw sugar pro- 


ducers, local canners, and others 
where the active business is com- 
pressed into a few months of the 
year we have waived interim reports. 
In other cases we have under special 
circumstances accepted semi-annual 
reports only. In all other cases we 
have sought to obtain quarterly 
data. 

10. How can interim reports be 
prepared if inventories are taken 
only once each year, and deprecia- 
tion and taxes computed only on an 
annual basis? 

Current reports are of great im- 
portance to us. Price problems are 
current problems and we feel strong- 
ly that in studying problems of price 
control and in reaching decisions 
we ought to give consideration not 
only to the conditions present last 
vear and the year before, as shown 
in annual reports, but also where- 
ever practicable to the conditions 
present last month and the month 
before. It is not at all our intention 
that a company should necessarily 
alter its customary accounting pro- 
cedures so as to take physical in- 
ventories quarterly. Instead, we have 
specifically provided that, where nec- 
essary, estimated amounts may be 
used in interim reports for such 
items as inventories, taxes, depre- 
ciation, ana the like. This provi- 
sion appears on page 11 of the in- 
struction book under the caption FE. 
While interim reports, based in part 
on estimated amounts, are not as 
satisfactory for our purposes as when 
based on final, accurate amounts we 
feel the saving in time and effort to 
the reporting company outweighs this 
disadvantage. If estimated amounts 
are clearly marked as such, no undue 
appearance of accuracy will be cre- 
ated, yet the reports will be of great 
value to us and substantially serve 
their purpose. 

11. Must interim reports include 
financial data on a consolidated basis ? 

If consolidated data are filed in 
the annual report on Form A, they 
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should be filed in the interim re- 
ports also unless it would be imprac- 
ticable to do so or would substan- 
tially delay the filing of the interim 
report. See instruction B(2) to Item 
3 appearing on page 10 of the in- 
struction book. 

12. li the accounting system fol- 
lowed is not such as would permit 
the breakdown of cost of goods sold 
as required by Schedule IV, what 
should be done? 

Special provision for such situa- 
tions ha, been made. First, it should 
be noted there are several blank 
lines in the schedule which may be 
used to set forth cost accumulations 
peculiar to a particular company. 
Second, if the company is princi- 
pally a merchandising company, gen- 
eral instruction (a) on page 17 of 
Form A permits Schedule [V to be 
omitted and a simpler form used. 
Third, if the company has no “cost 
of sales” as we generally use that 
term but instead is a service com- 
pany or a mining company, then 
general instruction (b) should be 
followed which permits the company 
to substitute for Schedule IV a 
breakdown in reasonable detail of 
the operating expenses incurred in 
rendering such services. Fourth, if 
the company is following a func- 
tionalized costing procedure, general 
instruction (c) may be availed of, 
the detail of Schedule IV being 
omitted and the data indicated in 
instruction (c) substituted therefor. 
Finally, in interim reports it will be 
recalled that liberal use may be made 
of estimates. 


I would like to turn next to the 
future. Experience with the reports 
received and with the use made of 
them has indicated that certain 
changes may be desirable. The first 
of these deals with Item 5 of Form 
A and Item 1(d) of Form B which 
call for certain information as to 
management salaries. In the pres- 
ent forms there must be given the 
name, address and remuneration of 
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each officer, each director, each 10% 
stockholder, and each other person 
receiving more than $20,000 per 
vear. It is now proposed to alter 
this so as to require that informa- 
tion need be given in the aggregate 
only for the management as a group. 
The allocation of such aggregate re- 
muneration to costs, to other income 
accounts and to other accounts is 
also requested and may be given 
on an estimated basis. Finally, a 
table will be requested to show the 
number of persons receiving amount 
within certain designated ranges and 
the aggregate remuneration paid 
those falling within each range. The 
ranges presently proposed are: less 
than $5,000; $5,000 to $10,000; $10,- 
000 to $20,000; $20,000 to $50,000; 
and over $50,000. 

Secondly, it has been found that 
the restriction of the reporting pro- 
gram to corporations results in the 
exclusion of important units of cer- 
tain trades and industries that are 
organized as partnerships, trusts, or, 
in a few instances, as sole-proprietor- 
ships. We have therefore prepared 
a supplementary page of instructions 
which adapt the present forms to 
use by these unincorporated busi- 
nesses. It is planned to add to our 
list the occasional business of this 
kind where it is needed to make a 
particular industry coverage satisfac- 
tory or representative. The changes 
are few and concern principally the 
treatment of the proprietorship sec- 
tion of the balance sheet, the sched- 
ule analyzing surplus, and the han- 
dling of income taxes. 

Finally, we plan to modify the in- 
come statement so as to introduce 
a new section in which will be re- 
flected all provisions for reserves, 
other than those strictly operating 
reserves such as for normal depre- 
ciation, depletion, repairs and the 
like. Ixperience has indicated that 
in the present form of the profit 
and loss schedule it is often difficult 
to isolate for study those reserves 
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which are provided for special war 
conditions such as inventory losses, 
conversion costs, separation allow- 
ances and so on. The proposed form 
will enable these to be clearly set 
forth and appropriately described. 

As I have earlier indicated, the 
reports now on file are being widely 
used by the OPA staff and have re- 
placed earlier uncoordinated requests 
for general financial data. As a mat- 
ter of fact there has been set up a 
questionnaire branch whose duty it 
is to eliminate all unnecessary dupli- 
cation in reports requested and to 
ensure that requests for supplemen- 
tary data are carefully coordinated 
with the general project. The use 
of these reports is not confined, how- 
ever, to the OPA staff. As you know 
the reports are treated as confiden- 
tial except where the Administrator 
determines that in the interests of 
national defense and security, par- 
ticular data should be made public. 
Moreover, to buttress the specific 
provision in the Emergency Price 
Control Act there was included in 
the recent Supplemental Appropria- 
tions Act a provision which pro- 
hibits disclosure of the data except 
to the various Service agencies or 
otherwise according to law. In view 


of the current discussion, and even 
proposed legislation, looking to the 
avoidance of duplication in reports 
to various agencies of the Govern- 
ment, this use by various War agen- 
cies, Which might otherwise have 
had to obtain substantially the same 
data by direct and separate request 
and in the exercise of their own 
powers, is a most heartening de- 
velopment. I think I may say here 
that the Form A and B reports so 
far received are in fact being widely 
used by accredited War agencies. 
Thus, we have already under way 
procedures with the Army and Navy 
looking to full use of these data by 
them. We have in process a pro- 
posed procedure with respect to use 
by WPB. Finally, we have had in- 
quiries from several older agencies 
such as the Federal Trade Commis- 
sion and the Bureau of Labor Sta- 
tistics as to the possibility of their 
also utilizing the data in connec- 
tion with certain of their economic 
and statistical series. In view of the 
provision in the Appropriations Act, 
however, use by others than the 
agencies specifically named therein 
must await a clarifying interpreta- 
tion from the appropriate source. 
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Hersert F. Taceart, C.P.A., Ph.D., author of “Accounting and Cost Problems 
under Price Contro] Regulations” is now Director of Accounting of the 
Office of Price Administration in Washington. He is on leave from the 
University of Michigan, where he was Professor of Accounting. From 
1933-35 Dr. Taggart was Chief of the Cost Accounting Unit, Research and 
Planning Division of the NRA, and in 1938 was Consultant on Distribution 
Custs, Department of Commerce. He received his C.P.A. certificate in 
Michigan, and is a member of the Michigan Association of C.P.A.’s, the 
American Institute of Accountants, and is Director of the Washington 
Chapter of the N.A.C.A., and President of the American Accounting Asso- 
ciation. Dr. Taggart is the author of a number of reference books in the 
field of costs and prices and numerous articles. 


Joun F. Sry, A.B., A.M., Ph.D., author of “Operational Problems of the 
OPA” has been a leader in the field of education since 1917 and is now a 
professor of political science at Princeton, as well as OPA Regional Price 
Executive covering five states. Dr. Sly was graduated from Iowa State 
College, and from Iowa State Teachers’ College with an A.B. degree in 
education. He received his degree of A.M. in political science and juris- 
prudence from the State University of Iowa, and his Ph.D. in history, govern- 
ment, and economics from Harvard. Dr. Sly was a member of the Governor’s 
committee for revision of the New Jersey State Constitution, and is a Director 
of the Princeton Surveys. 


Wiriiam W. WErn7z, author of “Financial Reports to OPA” is Chief Account- 
ant to the Securities and Exchange Commission and Consultant to the Office 
of Price Administration. He was graduated from Yale in 1929, from Yale 
Law School in 1931, and served on the faculty of Yale Law School as 
instructor in accounting and in problems dealing with business law and 
finance. Mr. Werntz is a specialist in legal accounting problems, and was 
employed by the S.E.C. in 1935 as an attorney, and until his appointment 
as Chief Accountant was attached to the division of forms and regulations. 
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